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REPLY QF SOUTHWESTERN BELL TELEPHONE COMPANY,
PACIFIC BELL AND NEVADA BELL

Southwestern Bell Telephone Company, Pacific Bell and Nevada Bell (the “Petitioners”)
hereby reply to MCI Telecommunications Corporation’s (“MCI”) Opposition to Petitioners’

Petition for Reconsideration (the “Petition”) of the Report and Order' in the above-captioned

proceeding.

MCI, the only party who has opposed the Petition, contends that the Commission has the
authority to continue requiring formal amendment filings relating to cost allocation changes more
often than once a year despite Section 402(b)(2)(B)’s mandate that “[t]he Commission permit any
common carrier . . . to file cost allocation manuals  annually . .7 MCI contends that

continuing such frequent “formal amendment filings” is consistent with Section 402(b)(2)(B)

' FCC 97-145, released May 20, 1997

¢ MCI Opposition at 2.
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because

Nothing in Section 402(b)(2)(B) prevents the Commission from

exercising its authority to require incumbent LECs to submit

changes to their cost allocation procedures for Commission

approval prior to implementation *
Under MCIs line of reasoning, the Commission could ignore Section 402(b)(2)(B) altogether or
it could retain the formal CAM filings so long as it can find a purpose for doing so or otherwise
rationalize the retention of frequent filings.

The mandates of the 1996 Act should not be so easily circumvented. Neither should
semantic distinctions between “CAM filings” and “notice of CAM changes” be used to evade
Section 402(b)(2)(B)’s requirement, as MCI suggests.* If Congress requires “regulatory relief”
from the burden of CAM filings more often than once per year, that is what the Commission
should implement. Petitioners have explained how the Commission could eliminate all CAM
filings other than the annual update consistent not only with the specific mandate of Section
402(b)(2)(B) but also other related provisions of the 1996 Act. In contrast, MCI does not appear
to believe that the Commission has any obligation whatsoever to find a way to implement what
Congress required in Section 402(b)(2)(B).

Eliminating only the quarterly filing while continuing to require periodic updates

throughout the year does not afford any of the “regulatory relief” from frequent filings that

3 _I_d-
‘ Id. At 2.

® Joint Explanatory Statement of the Committee of Conference, Report No. 104-458,
104th Cong., 2d Sess. at 77, 185-86 (subsection entitled “Biennial Review of Regulations;
Regulatory Relief”).



Congress intended.

Having failed to provide a way to reconcile the Commission’s action with Section
402(b)(2)(B), MCI contends that Section 402(b)(2)(B) should be ignored in part for the sake of
achieving broader goals of the 1996 Act, such as ensuring that incumbent LECs do not use their
telephone exchange and exchange access operations to subsidize nonregulated activities.®
Petitioners have explained in this proceeding how the Commission could continue to accomplish
the objectives of the accounting safeguards without having to ignore the deregulatory
requirements in Section 402(b)(2)(B) at all.” In contrast, MCI appears to believe that the
Commission can continue to require the highest level of regulation, even if there is a more
narrowly tailored, less restrictive method of accomplishing the same accounting safeguard
objectives.

Repeatedly in recent proceedings, the Commission has pointed out the obvious: “price cap
regulation of the BOCs’ access services reduces the BOCs’ incentive to allocate improperly

[their] costs.”® The incentive is reduced because price cap LECs have little or nothing to gain by

® MCI Opposition at 3.

' Petition at 6; SWBT Comments at 5-6; SWBT Reply Comments at 3.

® Regulatory Treatment of LEC Provision of Interexchange Services Originating in the
LEC’s Local Exchange Area and Policy and Rules Concerning the Interstate, Interexchange
Marketplace, CC Docket Nos. 96-149 & 96-61, Order, FCC 97-142, released April 18, 1997,

11106 & n. 224; Price Cap Performance Review for Local Exchange Carriers; Access Charge
Reform, CC Docket Nos. 94-1 & 96-262, Fourth Report and Order and Second Report and
Order, FCC 97-159, {914, 148 & 150-152 (1997) (“[E]liminating the sharing requirement will
remove the incentives that incumbent LECs now have to misallocate costs... .” “The removal of
sharing also removes a major vestige of rate-of-return regulation that created incentives to shift

costs between services to evade sharing.”); Implementation of Non-Accounting Safeguards of

3



misallocating costs, but have substantial risks of loss if they violate the rules and are caught. For
these and other reasons,’ it is clear that frequent detailed CAM filings are no longer essential to
the operation of the accounting safeguards as they once were. MCI’s reliance on a decade old
requirement for a higher level of scrutiny in the form of frequent CAM filings whenever cost pools
change is misplaced in the new environment and cannot override the specific mandate of Section
402(b)(2)(B), especially when there are alternatives for accomplishing the same results, albeit on
an annual schedule. Aside from conclusory statements regarding the importance of the
accounting safeguards,’® MCI does not explain why it believes frequent CAM filings are still
essential, nor why other less burdensome requirements are not sufficient to accomplish the same
results.

For the foregoing reasons, MCI’s objections to the Petition should be dismissed and the
Commission should grant the relief sought in the Petition by permitting LECs to combine all of
their CAM changes in a single, annual filing on or before the last day of each year, as required by

Section 402(b)(2)(B).

Sections 271 and 272 of the Communications Act of 1934, as amended, CC Docket No. 96-149,
11 FCC Red 21905 9997 & 181 n.224 (1996); Implementation of Non-Accounting Safeguards of
Sections 271 and 272 of the Communications Act of 1934, as amended, CC Docket No. 96-149,
11 FCC Red 18877 136 (1996); See also Price Cap Performance Review for AT&T, CC
Docket No. 92-134, 8 FCC Rcd 6968 3 (1993) (“[T]he carrier has little incentive to misallocate

costs among services, because its prices are not based upon cost allocations.”)

® For example, competition in regulated product markets also reduces the incentive and
ability to engage in cross-subsidy.

'® MCI Opposition at 3.



October 8, 1997

Respectfully Submitted,

SOUTHWESTERN BELL TELEPHONE COMPANY

By%&ﬁmlﬂ_@&tﬁé&m\“

Durward D. Dupre

Mary W. Marks

Jonathan W. Royston

One Bell Center, Room 3520
St. Louis, Missouri 63101
(314% 235-2507

ATTORNEYS FOR SOUTHWESTERN BELL
TELEPHONE COMPANY

Marlin D. Ard

Lucie Mates

140 New Montgomery Street,
Room 1522A

San Francisco, California 94105
(415) 542-7654

ATTORNEYS FOR PACIFIC BELL AND
NEVADA BELL



CERTIFICATE OF SERVICE

|, Brenda K. Dinan, hereby certify that the Reply Comments of
Southwestern Bell Telephone Company Pacific Bell and Nevada Bell, on CC

Docket No. 96-193, has been served October 8, 1997, to the Parties of Record.

Z)QC/Q/ /(Z"—i/(ﬂp/;m/) -

Brenda K. Dinan

October 8, 1997



INTERNATIONAL TRANSCRIPTION SERVICE INC
2100 M STREET NW

ROOM 140

WASHINGTON DC 20037

MARY MCDERMOTT

LINDA KENT

CHARLES D COSSON

KEITH TOWNSEND

UNITED STATES TELEPHONE ASSOC
1301 H STREET NW SUITE 600
WASHINGTON DC 20005

CHRISTOPER J WILSON
JACK B HARRISON
FROST & JACOBS

2500 PNC CENTER

201 EAST FIFTH STREET
CINCINNATI OHIO 45202

NYNEX TELEPHONE COMPANY
CAMBELL L AYLING

1111 WESTCHESTER AVENUE
WHITE PLAINS NY 10604

SPRINT CORPORATION
JAY C KEITHLEY

1850 M STREET NW
SUITE 1100
WASHINGTON DC 20036

ERNESTINE CREECH

COMMON CARRIER BUREAU
ACCOUNTING AND AUDITS DIVISION
2000 L STREET NW SUITE 257
WASHINGTON DC 20554

TELEPORT COMMUNICATIONS GROUP INC
TERESA MARRERO

TWO TELEPORT DRIVE

STATEN ISLAND NY 10311

THOMAS E TAYLOR

CINCINNATI BELL TELEPHONE COMPANYU
201 EAST FOURTH STREET 6TH FLOOR
CINCINNATI OHIO 45202

MCT TELECOMMUNICATIONS CORP
ALAN BUZACOTT

1801 PENNSYLVANIA AVENW
WASHINGTON DC 20006

SPRINT CORPORATION
CRAIG T SMITH
POBOX 11315

KANSAS CITY MO 64112



BELLSOUTH CORPORATION AND
BELLSOUTH TELECOMMUNICATIONS INC
WILLIAM B BARFIELD

M ROBERT SUTHERLAND

SUITE 1700

1155 PEACHTREE STREET NE

ATLANTA GA 30309-3610

GTE SERVICE CORPORATION
GAIL L POLIVY

1850 M STREET NW

SUITE 1200

WASHINGTON DC 20036

PACIFIC BELL AND NEVADA BELL
MARGARET E GARBER

1275 PENNSYLVANIA AVE NW
WASHINGTON DC 20004

BELL ATLANTIC

LAWRENCE W KATZ

1320 NORTH COURT HOUSE ROAD
EIGHTH FLOOR

ARLINGTON VA 22201

PUERTO RICO TELEPHONE COMPANY
JOE D EDGE

GEORGE GALT

DRINKER BIDDLE & REATH

901 FIFTEENTH STREET NW
WASHINGTON DC 20005

GTE SERVICE CORPORATION
RICHARD MCKENNA HQEO03J36
P O BOX 152092

IRVING TX 75015-2092

PACIFIC BELL. AND NEVADA BELL
MARLIN D ARD

APRIL J RODEWALD-FOUT

LUCILLE M MATES

140 NEW MONTGOMERY STREET RM 1526
SAN FRANCISCO CA 94105

ANCHORAGE TELEPHONE UTILITY
PAUL J BERMAN

ALANE C WEIXEL

COVINGTON & BURLING

1201 PENNSYLVANIA AVENW

P O BOX 7566

WASHINGTON DC 20004-7566

U S WEST INC

ROBERT B MCKENNA
SUITE 700

1020 19TH STREET NW
WASHINGTON DC 20036



